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TAX NEWS____________________
MARY LANIGAR, C.P.A., Beverly Hills, California

loss is deductible because only losses in
curred in a trade or business or in a
transaction entered into for profit are de
ductible. The holding period on a residence
begins when construction is completed. In
the event that the taxpayer has owned the
lot more than six months but sells his
residence less than six months after the
completion of the building, it is neces
sary to allocate the gain between the land
and the building. In this case the gain from
the sale of the lot would be long-term
while the gain from the sale of the dwelling
located thereon would be short-term. If a
residence is constructed for resale this pro
vision does not apply since any gain real
ized is ordinary income.
In the current housing shortage exchang
ing one residence for another has not been
uncommon. Selling one residence and pur
chasing another with the proceeds frequent
ly results in a capital gain. Some taxpayers
have been misinformed and have attempted
to avoid the realization of gain by consum
mating an exchange rather than a sale.
Gain is recognized from the exchange, as
well as the sale, of property The measure
of the gain is the difference between the
fair market value of the property received
and the cost or applicable basis of the
property originally held. Some of the con
fusion may be due to the fact that Section
112 provides that no gain or loss is recog
nized upon the exchange of property held
for productive use in trade or business, or
for investment, solely for property of like
kind to be held either for productive use
or investment. The Commissioner has ruled
that a personal residence is not held for
investment.
SPECIAL CASES UNDER
117 (j)
I. T. 3811 holds that the tax-saving pro
vision of section 117 (j) of the Code is not
available to taxpayers selling property for
more than ceiling price. Section 117 (j) pro
vides that net gains from the sale of de
preciable property used in a trade or busi
ness and held over six months are long
term capital gains. The ruling holds that
the amount of the gain in excess of ceiling
price is taxable as ordinary income.
I. T. 3815 provides hat a portion of the
sale price of a citrus grove must be allo
cated to fruit on the trees and that the

YEAR-END SECURITY SALES
At the year end individual taxpayers will
wish to review their tax positions with
regard to capital gains and losses sustained
in the fluctuating stock market. While
many of the rulings pertaining to security
transactions are not new, they are of suffi
cient importance to warrant repetition.
Gains and losses sustained by individuals
other than dealers are capital gains and
losses and net long-term capital gains are
subject to a maximum tax rate of 25%.
Net capital losses may be offset against
ordinary income to the extent of $1000.
maximum in any one year and may be
carried forward for a period of five years.
If the security has been held over six
months the gain or loss incurred upon its
sale is long-term and only 50% of the gain
or loss is included in taxable income. Short
term capital gains and losses are 100%
recognized and net short-term capital gains
are not subject to the 25% maximum tax
limitation.
If a security sale results in a loss, the
loss is not recognized if the same security
is purchased within a period of thirty days
before or after the sale. However, realized
gains result in taxable income without re
gard to subsequent or prior purchases of
the same security. It might be advantageous
to make a sale at a profit if a capital loss
were available to offset the gain and to
reacquire the securities soon thereafter with
the proceeds since the securities reacquired
would have a higher cost basis. A loss sus
tained in a short sale is deductible even
though the purchase to cover the transac
tion is made within thirty days after the
sale date.
In determining the six-month holding
period the trade date, not the settlement
date, is the last day. In the case of a cash
basis taxpayer selling on December 29, 1946
and receiving the settlement January 2,
1947, the transaction should be reported in
1946 if it results in a loss and in 1947 if
it results in a gain. An accrual-basis tax
payer sustains either the gain or the loss
on the date the sale is executed.
SALE OF TAXPAYER’S RESIDENCE
The gain on the sale of taxpayer’s per
sonal residence is a capital gain and only
50% of the gain is taxable if the resi
dence was held for more than six months.
If the residence is sold at a loss none of the

(Continued on page 13)

7

tion for its splendid work in outlining a
uniform system of accounts, and its members
for their efforts in bringing municipal rec
ords up to those high standards.
The accounting records should be es
tablished on a double-entry system and
whenever practicable should be on an ac
crual basis. Some cities are on a cash re
ceipt and disbursement basis, others on a
strictly accrual basis, while others arc on
a modified accrual basis, which is the plan
used in Grand Rapids. Under this system
the revenues arc accounted for cither en
tirely or partially on a cash basis and the
expenditures on an accrual basis.
A budget must be prepared annually
outlining a plan of expenditures for the
fiscal year as well as an estimated amount
of revenue for financing these expenditures.
l he budget must be in the form specified
in the city charter and must be prepared
and submitted to the City Commission at
specified dates.
Separate budgets arc prepared for the
general operating fund, debt service, and
self-sustaining funds such as water works,
cemeteries, etc., which operate on the in
come of that particular fund.
In municipal accounting you will find
a number of funds, each complete in itself,
in which arc recorded the assets, liabilities,
reserves, surplus, revenues and expendi
tures, receipts and disbursements, each fund
having been created lor a specific purpose.
In a municipality you will find a General
Operating Fund, a Utility Fund, Bond
Funds, Special Assessment Funds, Sinking
and Trust Funds, and other Operating
Funds such as Cemeteries, Civic Auditori
um, Library, etc.
Good financial and accounting proce
dure requires that adequate controls be
provided over revenues, receipts, expendi
tures, disbursements and encumbrances.
The accounting records must be set up
in accordance with legal provisions and so
devised that it is possible to obtain com
plete financial information promptly.
A sound accounting system requires
three types of records; the original docu
ments, forming the authority for making
entries; books of original entry; and books
of final entry.
Every transaction should be evidenced by
some document which supplies the infor
mation needed in recording the transac
tion. For example, receivables will be evi
denced by copies of bills rendered, tax
rolls, or schedules of other revenues billed;

collections by tax receipts, special assess
ment receipts, and license and permit doc
uments; disbursements by warrants and
checks; accounts payable by vendors’ in
voices and vouchers; wages, by payroll
sheets.
Books of original entry should therefore
consist of the following: (1) general jour
nal, (2) cash receipts register, (3) voucher
register, (4) payroll register, and (5) bond
and interest register.
Books of final entry should consist of a
general ledger together with subsidiary
ledgers, such as revenue ledger, appropri
ation—expenditure ledger, tax rolls and
tax ledgers, special assessment rolls and
ledgers, bond and interest ledger.. Both
the books of original entry and the general
ledger are subdivided into funds so that
all the entries are recorded under their
own particular funds.
The general ledger is therefore a com
plete system of control accounts into which
all detail and subsidiary records tie.
In addition to the general accounting
records each department or division has its
own statistical records peculiar to that de
partment or division.
There should be a good system of inter
nal audit. Cash receipts should be checked
with bank deposits, as all collections arc
deposited daily. All bank accounts should
be reconciled monthly. By routine check
ing and auditing daily, weekly and month
ly, bottlenecks are eliminated and the work
is more evenly divided.
J
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gain from the sale of the fruit constitutes
ordinary income. The gain or loss realized
upon the sale of a productive orchard,
which is property subject to depreciation
and used in a trade or business, comes
within the provisions of section 117 (j) of
the Code. The gain from the sale of a
citrus grove would thus be a capital gain
and subject to the maximum tax rate of
25% whereas the portion of the sale price
allocated to the fruit on the trees would
be subject to no such maximum tax rate.
While I. T. 3811 mentions only citrus
groves, it would appear to be equally ap
plicable to any type of farm land sold to
gether with the crop growing thereon.
Revenue agents may be expected to insist
that farmers include as ordinary income a
reasonable value for any growing crop sold
with the land.
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